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December 28, 2012

The Honorable Ernest Y. Martin, Chair
and Members

Honolulu City Council
530 South King Street, Room 202
Honolulu, Hawaii 96813

Dear Council Chair Martin:

This audit was conducted pursuant to City Council Resolution 10-73 which requested that the city
auditor conduct a review and make recommendations to improve the policy and procedures relating to
the Honolulu City Council’s Annual Contingency Allowance (ACA), During the review, we (1) reviewed
the Annual Contingency Allowance policy and procedures; (2) assessed clarifications to the categories
of expenses and the ACA reimbursement process; and (3) made recommendations to improve ACA
policies and procedures. The audit was performed in accordance with generally accepted
governmental auditing standards between May 2011 and December 2012, including interruptions for
higher priority work in December 2011

Background: The Honolulu City Council is comprised of nine elected members, who are provided an
Annual Contingency Allowance to cover expenses incurred in the course of carrying out their duties.
The expenses must be related to official City business. Guidance on the use and administration of the
ACA funds is incorporated in the City Council Administrative Manual. In FY2012, the ACA was $16,032
for each councilmember.

Expenses must conform with Ethics Commission guidelines on the use of public funds and must be
related to the councilmember’s roles and responsibilities. In response to the Ethics Commission’s 2010
recommendations, the Annual Contingency Allowance (ACA) policy was revised in May 2011 and
incorporated into the Council Administrative Manual.

Audit Results: In our sampling of ACA reimbursements, we found most claims complied with the
revised ACA policy. The potential violations we found indicated additional changes are needed to
prevent reimbursements for invalid and unauthorized expenses. The potential violations may have
occurred because the revised ACA policy and reimbursement process does not include best practices
such as management reviews: clear guidance on what is permitted and reasonable: and a designated
entity authorized to verify and deny all unauthorized claims. The result is that improper
reimbursements may occur and past violations may recur. Our recommendations address the need for
these best practices.

EDWIN S.W. 3’OUNG
CITY AUDITOR



The Honorable Ernest Y. Martin, Chair
December28, 2012
Page 2 of 2

After our fieldwork, the City Council implemented a purchasing card program and procedures for ACA
expenditures for using a city issued credit ‘card. Our follow-up sample indicated the original audit
results and recommendations were still valid. We recommend that the purchasing card procedures
should be expanded to all claims and formally incorporated into the Council Administrative Manual.

We wish to express our appreciation for the cooperation and assistance provided to us by your office,
Council Administrative Services, the Office of Council Services, the City Clerk, the Department of
Budget and Fiscal Services, the Honolulu Ethics Commission, and the many others who assisted us
during this audit.

We are attaching the final report of our Audit of the Policies and Procedures Relating to the Honolulu
City Council’s Annual Contingency Allowance. We are also available to meet with you and your staff to
discuss the review’s results, provide more information, and to answer any questions. If you have any
questions regarding the audit report, please call the auditor-in-charge, Susan Hall at 768-3132, or me at
768-3130.

Sincerely,

L~L4
Edwin S. W. Young / /

City Auditor

c: Peter Carlisle, Mayor
Douglas Chin, Managing Director
Charmaine Doran, Director, Office of Council Services
Bernice Mau, City Clerk
Susan Hall, Deputy City Auditor
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Chapter 1
Introduction

The Honolulu City Council is comprisedof nineelected
members,onefrom eachof theninedistrictson O’ahu. Each
councilmemberis providedan annualcontingencyallowance
(ACA) to coverexpensesincurredin the courseof carryingout
their duties. Theexpensesmustbe relatedto official city
business.Guidanceon the useandadministrationof theACA
fundsis incorporatedin the City CouncilAdministrativeManual.
Resolution10-73requestedthat the Office of the City Auditor
reviewandmakerecommendationsto improvethe policies and
proceduresrelatingto the useandexpenditureof the city
council’s annualcontingencyallowance.

Background The city council is responsiblefor settingcity-wide policiesby
enactingordinancesandadoptingresolutionsrelatedto city
programsandservices. The council’s majordutiesandfunctions
includeestablishingcity policiesandexercisingoversightpowers
overcity programsandservices.

ACA funds areapprovedandappropriatedthroughthe city’s
annuallegislativebudgetprocess.Eachfiscalyear,the council
chairnotifies councilmembersby memorandumthe amountof
ACA funds availablefor eachdistrict. The tablebelowshowsthe
ACA amountsfor the lastsevenfiscal years.

Exhibit 1.1
City Council Annual Contingency Allowance Per
Councilmember, FY 2006 to FY 2012

Fiscal Year Annual Contingency Allowance

FY2006 $9,920
FY2007 $12,000
FY2008 $18,011
FY2009 $18,111
FY2O1O $16,000
FY2O11 $14,000
FY2012 $16,032

Source: Honolulu City council
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Chapter 1: Introduction

Councilmembersmayusepersonalfundsfor official city
purposesandseekreimbursementfrom their ACA funds. The
City CouncilAdministrativeManualdefinesofficial purposesas,
“...reasonableand necessaryfor City business,and related to the
conductof official duties and activities of a Member.”

Expensesmust conformwith Honolulu Ethics Commission
guidelineson theuseof public funds andmustbe relatedto the
councilmember’srolesandresponsibilities. Examplesof
appropriateACA expendituresincludecellularandwirelessplans,
subscriptions,honorarycertificates,lei, office equipment,and
furniture. Otherappropriateexpendituresincludepostage,
copyingandprinting, vehicleallowance,meals,conferencefees,
andtravel costs. Additional authorizedexpendituresinclude
communityandpublic meetingexpenses,room andequipment
rental fees,light refreshments,security,andmiscellaneousoffice
expenses.

The City Council AdministrativeManualestablisheslimitations
andprohibitedusesof ACA funds. For example,ACA funds
cannotbe usedfor “personal, private, political or other non-City
businesspurposes”. Otherprohibitionsincludealcoholicbeverages;
personalmobile/cellularplansfor staff; personalor non-city
portionsof travel; andtrips cancelledfor personalreasons.

Council’s Annual The processingof ACA claimsinvolves city councilmembers,the

Contin encv Council AdministrativeServices(CAS), andtheDepartmentof
A” ‘ BudgetandFiscalServices’ (BFS) AccountsPayableSection...owance Exhibit 1.2 providesdetailson the ACA claim reimbursement
Reimbursement process.
Process

• Councilmember:Underthe ACA policy, each
councilmemberis responsiblefor authorizingpayments
from their allowance. Councilmembersandtheir staff
maypayfor eligible expensesandthenrequest
reimbursementby completingACA claim forms and
submittingoriginal receipts.

• CouncilAdministrativeServices:The CAS is responsible
for processingclaims, accountingfor, reporting,and
postingonlineACA transactionsfor eachcity
councilmember. CAS processespetty cash
reimbursementsfor amountsless than$50.00;entersACA
claim informationinto the city’s accountspayablesystem;
andforwards supportingreceiptsto theBFS Accounts

2



Chapter 1: Introduction

PayableSection. CAS deductsapplicableusageand
recurringchargesas authorizedfrom the members’
allowance.Theseincludevehicleallowance,printing and
copying,cellularandwirelessplans,andsubscriptions.

• BFSAccountsPayableSection: BFS reviewsandprocesses
ACA claimsfor $50.00or morethatareapprovedfor
paymentthrough the city’s accountspayablesystem. BFS
follows the FinanceDirector’s AccountsPayablepolicy.
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Chapter 1: Introduction

Exhibit 1.2
Overview of the Annual Contingency Allowance (ACA) Reimbursement Process

I CM authorizes Claim for I
Disbursement on ACA-1 form I

receipts to Councilland submits original supporting l~
~istrat~veSer~ces

Yes

CAS annotatesNoreviews and certifies
ACA-1 andFiscal Officer returns to C~staffCMhas

ACA funds available

Yes

CAS processes reimbursement from NoI Council Allotment via C 2HERPS to Is claim <$50?
BFS Accounts Payable (BFS-AP)

—~ Yes
‘BFS-AP matches claim information andl

expense details in C2HERPS wth I
original paper receipts; requests _________

additional information from CAS as

neededJ-iiiiii _______-i _______________
I I
I BFS-AP verifies daim and approves for,
I payment in the C2HERPS system
I I
I ; I ____

I

Upon approval, payment document is ‘ CAS posts
finalized in C2HERPS and Treasury U ‘clilliDACA expenditureissues checkto payee nformation for CMI onCityCouncilwebsite

Sources: Council Administrative Services, Department of Budget and Fiscal Services (BFS)

CAS reimburses CM via petty cash

‘I,
CM ACA account debited for the

reimbursement

Legend

ACA-1 = Claim for Disbursement from

Annual Contingency AJlowance

AP = Accounts Payable

CM = Councilmember

CAS = Coundl Administrative Services

C2HERPS = City Enterprise Resource
Management System

= BFS Process

= Informal Process
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Chapter 1: Introduction

Audit Objectives, The audit was conductedpursuant to Resolution10-73,Requesting

Scope and the Office of the City Auditor to Conducta Reviewof andMake
Methodolo Recommendationsto Improve the Policy and ProceduresRelating tothe Honolulu City Council’s Annual ContingencyAllowance. The

audit sub-objectiveswereto (1) reviewthe annualcontingency
allowancepolicy andprocedures;(2) assessclarificationsto the
categoriesof expensesandthe ACA reimbursementprocess;and
(3) makerecommendationsto improveACA policies and
procedures.

We reviewedtheHonolulu City Council Annual Contingency
AllowancePolicy (May 2011) andrelatedACA policiesand
proceduresin the City Council AdministrativeManual;andRules
of the Council. We comparedthe currentpolicies andprocedures
with formerpolicies (2005 and2007).

We reviewedpertinentsectionsof the RevisedCharterof
Honolulu, theRevisedOrdinancesof Honolulu, andpertinent
sectionsof the Hawai’i StateConstitutionandthe Hawai’i Revised
Statutes(HRS). In addition,we obtainedinformationfrom the
stateOffice of Information Practicesrelatedto the state’sSunshine
Law (Chapter92, HRS).

We reviewedtheHonolulu EthicsCommission’sGuidelineson the
Use ofCity Resourcesandrelatedguidance. We reviewedthe
Honolulu Ethics Commission’sAdvisory Opinion 2010-2 and
relateddocuments,including the Stipulation RegardingAlleged
Violations of Standardsof Conduct, thepromissorynote,andthe
RestitutionRequestForm and Victim Impact Statement. We
obtaineda former councilmember’sonline ACA expensereports,
information on the investigationconditionsanddocumentation
relatedto the formercouncilmember’smisuseof ACA funds, and
obtainedthe ethicscommission’sassessmentof the May 2011
ACA policy.

We conductedInternetsearchesto identify bestpracticesfrom
accounting,auditing,ethicsandfraud preventionprofessional
organizations.We searchedthe Internetfor practices,policiesand
proceduresadoptedby the neighborisland countiesandother
local governmentjurisdictionsthatwere relatedto council
discretionaryexpenseaccounts.

We conductedseveralinterviewson currentpractices,policies,
proceduresandformsrelatedto council expenseaccounts.The
intervieweesincludedthe currentandpreviouscouncil chairs,
CouncilAdministrativeServicesstaffs, and thedeputymanaging
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Chapter 1: Introduction

director. We interviewedtheDirectorof theDepartmentof
BudgetandFiscalServices,BFS AccountsPayableSectionstaffs,
andthe Legal Counselto theHonolulu EthicsCommission. We
interviewedHawai’i andMaui Countycouncil administrative
staffsresponsiblefor council expenseaccounts.1We alsoobtained
backgroundinformationon city policiesandproceduresfor the
mayor’s contingencyfunds.

We developedanunderstandingof variousACA expenditureand
reimbursementprocesses,proceduresandforms. As partof our
audit work, we reviewedthe onlinepostingof ACA expenditures
andselectedsamplesof thedifferent typesof ACA expensesand
reimbursementmethodsfor eachof thenine council districts for
theperiodMay 2011 throughSeptember2011. We selectedand
examineda follow-up samplefor the periodMarch2012 through
June2012 after the city council establisheda purchasingcard
programfor ACA expenditures.

We examinedthesampledexpendituresfor compliancewith the
ACA policy. WereviewedACA claim forms andsupporting
documentationon file at the CouncilAdministrativeServicesand
BFS AccountsPayableSection. The reviewexaminedthe claims
formsanddocumentsas submittedandauthorized,andwasnot
anextensivereviewof individual claims.

Thisperformanceauditwas conductedin accordancewith
generallyacceptedgovernmentauditingstandards.These
standardsrequirethatwe planandperformthe audit to obtain
sufficient, appropriateevidenceto provide a reasonablebasisfor
ourfindings andconclusionsbasedon our audit objectives.We
obtainedevidencethatprovidesa reasonablebasisfor our
findings andconclusionsbasedon our audit objectives.

Our reviewstartedin May 2011 andwassuspendedin December
2011 dueto higherpriority projects. The Honolulu City Council
Chair wasbriefedon the interim audit resultsin August2011.
The restartedprojectwas performedfrom April 2012 to October
2012.

The Kauai County Council Administrationwas unavailablefor any interviews.

The audit excludedthe Mayor’s contingencyfund.
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Chapter 1: Introduction

Audit Results The annual contingencyallowancepolicy wasrevisedin May
2011 and incorporatessomeelementsconsistentwith best
practicesandthe ethicscommission’s2010 recommendations.In
our samplingof ACA reimbursements,we foundpotential
violationsof ACA policiesandreimbursementsfor potentially
unauthorizedexpenses.In our opinion, theseoccurredbecause
the revisedACA policy andreimbursementprocessdo not
includecritical bestpractices,such asmanagementreviews,
adequateclarificationsof what is permittedandreasonable,anda
designatedentity with the authorityto verify anddeny
unauthorizedclaims. As a result, improperreimbursementsmay
occurandpastviolationsmayrecur.
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Chapter 2
Although the Revised City Council Procedures
Have Improved ACA Reimbursement Processes,
More Needs to Be Done

In responseto theHonolulu Ethics Commission
recommendations,theannualcontingencyallowance(ACA)
policy wasrevisedin May 2011 andincorporatedinto the Council
AdministrativeManual. Our reviewandtestingof ACA
reimbursementsindicatedmostclaimscompliedwith the revised
ACA policy. Theviolations wefound indicatedadditional
changesareneededto preventreimbursementsfor invalid and
unauthorizedexpenses.The potentialviolationsmayhave
occurredbecausethe revisedACA policy andreimbursement
processdo not include critical bestpracticessuchasmanagement
reviews;clear guidanceon what is permittedandreasonable;an
entity with theresponsibilityto audit claimsfor compliancewith
theACA andcity ethicspolicies,andadesignatedentity
authorizedto verify anddenyunauthorizedclaims. Theresult is
thatpastviolationsby a formercouncilmembercould be
repeated.

Background Prior to May 2011,ACA policy statedthe discretionaryallowance
wasavailablefor “expendituresincurredwhencarrying out
official dutiesor activities; enhancingaccessibilityto, and
communicationswith, the community andconstituents;and
carryingout the public’s expectationsof acouncilmember’srole
and responsibilityto the communityandconstituents.”2

SinceMay 2011, therevisedACA policy statesthat “each
memberis providedan Annual ContingencyAllowancethatmay
be usedto coverexpensesincurredin the courseof official city
businessin carryingout the dutiesof the office.”

2 The Honolulu City Council Chair has established the same level of ACA
funding for each councilmember since July 1, 2004.
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Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

In Advisory Opinion 2010-2, the Honolulu Ethics Commission
reviewedthe ACA reimbursementsto a former councilmember
andreportedthat the councilmemberviolatedthestandardsof
conduct. The advisoryopinion statedthe councilmemberpaid
lessfor mealsthanthe amountchargedto the city; the
justification for themealswerefalse; themealswerenot directly
relatedto the councilmember’sduties; or were for personal
businessassociatesor family members.

The ethicscommissionrecommendedthat the council reviewthe
ACA policy andamendthe languageto reducethelikelihood of
similar problemsrecurring. The ethicscommissionspecifically
recommendedthat theACA policy (1) narrow andbetter define
the categoriesof expensespermitted;(2) adopta processto
examinethe reimbursementrequeststo ensurea valid
governmentpurposeandan auditablejustificationexists; and(3)
includea processby which a reimbursementmaybe denied.

The city council subsequentlypassedResolution10-73requesting
the city auditor to reviewandmakerecommendationsto improve
the policy andproceduresrelatingto the useandexpenditureof
the council’sannualcontingencyallowance.

The Revised ACA The CouncilAdministrativeManual(CAM) andACA policies

Policies and were revised in May 2011. The revisedpolicies incorporated
Reimbursement some of the recommendations made by the ethics commission.
P The changesclarified the categoriesof expensespermitted,rocess re authorized,andprohibited. The changesrequiredoriginal,
Incomplete and May unaltered, itemized receipts; required additional information;and

Not Prevent Future requiredjustification for meal reimbursements.The policy
Violations clarified CouncilAdministrativeServices’(CAS) responsibilities

for handlingthe financial accounting;processingthe transactions;
andusingfiscal policies,procurementregulationsandother
guidelinesin making ACA disbursements.Online reportingwas
delineatedandcouncilmembersandstaff areresponsiblefor
monitoring the online postings.

The revisions,however,did not includesomeimportantbest
practicesfor ensuringreimbursementclaimswerevalid. As a
result,the ethicscommissionrecommendationswere not fully
implemented. In ouropinion, a processfor denying
reimbursementsandotherbestpracticesareneededto prevent
violationsfrom occurring.

10



Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

Best Practices Our review of best practices relatedto expenseaccount
reimbursementsindicatedthe following:

Tonefrom the Top: Topmanagementmustset the ethical tone
from the top for theorganizationandacceptresponsibilityfor
ensuringexpenseaccountreimbursementsarevalid. The goals
canbe attainedby establishingpertinentpolicies; identifying
applicablelaws;requiring reportsthat facilitatemonitoringof
reimbursementclaims; andfollowing up on potentialandactual
violationsof thepolicies.

Administrative,OversightandEnforcementResponsibilities:
Executivemanagementshouldauthorizea specificentity to have
overall responsibilityfor administeringthe program. The
designatedentity shouldberequiredto complywith expense
accountandethicspolicies,andbe authorizedto review,audit,
andprocess reimbursementclaims, including theauthorityto
disallow unauthorizedandprohibitedexpenses.It shouldalso
identify weaknessesandreportproblemsso that top management
can takepromptactionto correctweaknessesandtake actionsto
preventthe potentialmisuseof funds. Whenneeded,top
managementshouldhavethe authorityto enforcethe policies.
Individuals submitting the reimbursementclaimsshould be
requiredto providesupportingdocumentsto supportclaims and
be prohibitedfrom interfering with theproperprocessingof
expensereimbursements.

Training: Trainingfor officials, staff, andemployeesis also
important. The training shouldcoverethicalbehavior;
responsibilityfor theproperuseof public funds;preventing
fraud,waste,abuse,andmisuse;andunacceptableactivities.
Other trainingshould coverapplicablelaws,policies,and
procedures;roles and responsibilities;identify unacceptable
documents;andthe importanceof submitting complete,accurate,
andadequateforms anddocuments.Staff trainingshould focus
on how to performcompliancereviews;theprocessfor auditing
claims;identifying violations;andreportingexpenseaccount
violations.

Certification: Individualsshouldbe requiredto certify thatthe
claim submittedis true and correct; andclaims for reimbursement
are submittedandprocessedin a timely manner. Individuals
shouldbe requiredto submit original,unalteredreceipts;and
providesubstantiationfor missing receipts.Bestpracticesinclude
personalresponsibilityfor the useof public funds. A confidential
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Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

hotline operatedby a third-partyprofessionalshouldaugmentthe
process.

Absenceof BestPracticesResultin Larger Losses:The “2012
Reportto theNation on OccupationalFraudandAbuse”issued
by the Associationof CertifiedFraudExaminersreports
organizationsthat lackedthebestpracticeshadfraud lossesthat
were approximately45 percentlargerthanorganizationswith the
recommendedbestpractices.

Sample Results Our sampleof ACA expensesandreimbursementsshowedthat
Indicate Potentially most claims complied with the ACA policy requirements.

I v Id Cl Ar Exceptions,however, were found in meal reimbursements,n a i aims e missingforms, anda beveragereimbursement.Implementing
Reimbursed best practicesadoptedby otherentitiescould strengthenthe

currentACA policy andreducethe potentialfor misuseof ACA
funds.

We revieweda sampleof 48 ACA3 chargesandreimbursements
valuedat $17,154. The sampleincludedreimbursementclaims
andexpensesfrom eachof thenine councilmembersandthenine
council districts,andincludeddifferentcategoriesof ACA claims
anddifferent methodsof reimbursementandcharges.Travel
expensescomprisedthe largestreimbursementclaims. The
sampleresultsareshownbelow.

• 30 claimscompliedwith ACA policy andhadno
exceptions,

• 14 claimshadincompleteinformation(6 claimshad
incompletejustification for the meals,guestor
organizationnames,and/oritemizedreceipts. 8 claims
hadincompletejustification or missingforms that
explainedhow theexpendituresadvancedcity purposes),

• 3 claimsusedobsoleteforms, and

• 1 claim reimbursementincludeda prohibitedexpense
(alcoholicbeverage).

3Subsequent to our field work, the city council initiated a purchasing card pilot
program which allowed councilmembers to use the city’s credit card for ACA
expenditures. The program procedures were finalized and the pilot program was
implemented in November 2011. A follow-up sample of 19 ACA
reimbursements from March 2012 through June 2012 showed similar results.

12



Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

The discrepanciesindicatedmealexpensescouldbe abusedand
the city council could be exposedto unneededcriticisms.

Claimsfor Meal Expenses:The currentACA policy advisesthat
food andbeveragepurchasesmust be reasonable,but doesnot
definereasonable.Thereis no limitation placedon theamountof
personalmealsor thenumberof peoplewho maybe offereda
mealat a dining establishment.Meal claimsincludedmealsand
refreshmentsrelatedto community volunteeractivities;mealsat
local restaurants;andmealsat conferences.Mealsat restaurants
lackedjustification, diners’ or organizationnames,and/or
itemizedreceipts. While theACA policy requiresinformation
usefulin justifying reimbursements,it doesnot assignauthority
andresponsibilityto ensurecompliancewith the ACA andcity
policies. As aresult,the CAS is unableto denyany
reimbursementclaimsfor mealsandcouldnot functionasa
checkandbalanceon excessiveor potentiallyquestionable
expenses.

Alcoholic Beverage:The staffs of CAS andthe BFS Accounts
PayableSectionreportedtheyverify claim reimbursement
documentationandcertify that fundswereavailableto paythe
reimbursementclaim. CouncilAdministrative Servicesreported
they considerthe BFS AccountsPayablereviewasan additional
checkfor compliancewith the city’s policy. However,BFS
AccountsPayablestaff reportedtheyacceptthe ACA claimsfrom
CouncilAdministrativeServicesas“Approved” anddid not audit
or questionexpenses.TheBFS AccountsPayablestaff reported
that theyconfirm mathematicalcalculationsandrequestmissing
original receipts,but theydo not questionany reimbursement
claims. As a result, a reimbursementclaim for an alcoholic
beveragewaspaid althoughit wasprohibitedby both thecity’s
Purchaseof FoodandBeveragepolicy andthe ACA policy.

Setting meal limits could We compared the council’s ACA and city meal policies with other
reduce the potential for entities in the State of Hawai’i and elsewhere. Although a
questionable or standard model for meal expenses does not exist, in our opinion,
excessive meal expenses setting meal limits could reduce the potential for questionableor

excessivemeal expenses.Thatis, mealexpenselimits could
reduce the potential for excessivemealreimbursements.For
example,

• The Institute for Local Government’smodel policy for
expenseanduseof public resourcesrecommendsthat
localities set per meal caps on breakfast, lunch anddinner

13



Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

costs;or align reimbursementswith establishedper diem
ratessuch asthe federalGeneralServicesAdministration.

• The City Councilof Toronto, Canadaseta total annual
reimbursementof $500 for businessmeals. The Toronto
City Councilalso placedadditionalrequirementsfor meal
reimbursements,including the full nameof all
participants,dateandpurposeof the meeting,andthe
original, itemizedreceiptto documentdinersfor the meal
expenseclaimed.

Exhibit 2.1 comparesthe policy differencesamongthe Stateof
Hawai’i andotherentities we researched.

Exhibit 2.1
Comparison of Expense Account Policies for Personal Meals and Refreshments

Entity Personal Meals Food &Beverage
Alcoholic
Beverage Notes

City Council ACA
Policy (May 2011)

Allowed
Moderate amount of food
and beverage can be
purchased. Light
refreshments for
community and public
meetings.

Allowed Prohibited

ACAshall not be used for any personal, private,
political or other non.City business purposes. Meals
charged to ACAmust document the names of the
people present (or the organization name) and with
justification. No dollar limit or per diem.

City Finance Policy,
11 2 Purchase of
Food and Beverage

Allowed
Moderate amount of food/
beverages allowed for
official city functions,

Allowed Prohibited
Prohibits expenditure of city funds for food/beverage
for predominately social, political, or entertainment
purposes.

Hawaii county
Council

Public funds not allowed for
purchase of meals for
others. Any exception
requires recipient names
and receipt.

Allowed Prohibited
Public funds not allowed for purchase of bottled
water and/or water service for staff unless water
service is not available.

Maui County council

No meals for employees.
Principle: taxpayer should
not be paying for a
personal expense

Allowed
Exceptions

Not Prohibited
Exceptions Allowed

Refreshments for staff meetings or office
consumption considered a personal expense of the
county officers or employees. The Council chair is
authorized to disallow meal expensesdeemed
unreasonable.

Hawai’i Legislature-
House of
Representatives

Allowed I Allowed Not Prohibited Food and beverage allowed as incidental expense.
No dollar limit stated.

Hawai’i Legislature.
Senate Allowed t

I Allowed Not Prohibited Food and beverage allowed as incidental expense.
No dollar limit stated.

City council of
Toronto, canada

Maximum annual business
meal allowance (per diem
not claimed) = $500

Allowed
Meals or receptions —

allowed.
Business meals. not
allowed.

Dollar limit of $500 for business meals. Justification
required. Eligible business meal expenses listed.
Food and beverage, excluding alcohol, allowed for
business meal, constituents, business contacts,
government representatives, international
delegations, and visitors.

University of
California. Davis

Allowed for official
university business. Allowed

Prohibited for general
fund and state
appropriation activities.
Alcohol allowed.

Maximum per person meal expenditures: breakfast
($26); lunch ($38); dinner ($64); light refreshments
($17).

Sources: Honolulu City Council Annual Contingency Allowance Policies (May 2011); Department of Budget and Fiscal
Services Policies and Procedures Manual; Hawaii County Council; Maui County Council; Hawaii
Legislature-House of Representatives; Hawaii Legislature-Senate; City Council of Toronto, Canada; and
University of California-Davis
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Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

PotentialCriticism: Setting mealreimbursementlimits could
reducethe potential for criticism by the ethicscommissionand
others. Although the ACA policy prohibits the useof ACA funds
for “any personalbenefit”, the Honolulu EthicsCommission
considersa taxpayersubsidizedmealasnot necessaryto handle
constituentmatters. It contendsthat therearea numberof less
costly, moretraditionalways to meetwith constituents— suchas
atthe office, in the constituent’shomeor business,or otherpublic
places. The ethicscommissioncontendsa councilmembercould
payfor ameal, without reimbursementby the city, if a mealis
needed.Ratherthanafull meal, the mealcould be for coffeeand
pie, for example,or someother“light refreshment”as allowedin
the ACA policy. Anything morethan light refreshmentscould
result in abuse. For instance,amealpaid attaxpayers’expense
throughthe ACA fund could be usedto influence andgenerate
goodwill from the voter,businessassociate,or communitygroup.

Critical Best The ethicscommissionnotedthat the city charterrequiresa city
Practices Need to officer to demonstratethatthe expensewasreasonableand
Be lncornorated necessary. A former councilmember interpreted the policy that1’ “almost anymealcould be chargedto the ACA as long as itinto the CAM touched on a topic of potential relevance to the city.” To prevent

a recurrenceof this situation,the CouncilAdministrativeManual
(CAM) andACA policieswererevised. However,someof the
changesrecommendedby the ethicscommissionandconsidered
bestpracticesfor expensereimbursementswerenot
implemented.

Thesebestpracticesincludedauthorizingthe CAS or another
entity to review,audit, question,anddenyunauthorized
reimbursementrequests.During our reviewof the CAM’s ACA
policiesandthecurrentACA claim reimbursementprocess,we
foundmanagementreviewsarenot performedandthe authority
to deny unauthorizedor prohibitedclaimsdoesnot exist. The
needto adequatelydefine reasonablemealexpenseswas
discussedearlier.

Our searchof bestpracticesfor safeguardingorganizationsfrom
fraud andabusearelisted in Exhibit 2.2. In the exhibit, we also
indicate if the revisedCAM incorporatesthe best practice. The
exhibit shows that4 of the 15 bestpractices are partially
incorporated in the CAM and11 of the 15 bestpracticesarenot
addressedin the CAM.
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Chapter 2: Although the Revised City Council Procedures Have Improved ACA Reimbursement Processes, More
Needs to Be Done

Exhibit 2.2
Overview of Best Practices for Safeguarding an Organization from Expense Account Fraud
and Abuse

Best Practice Council Administrative Manual: ACA Policies, May 2011

1
Top management* establishes,
communicates, supports, and enforces an
ethical Tone from the Top.

The Council Administrative Manual (CAM) partially implements this
practice in the ACA policy guidance, and the Standards of Conduct.

2

iop management has responsibility to
oversee the use of expense account funds.
The governing body also monitors, assesses
and takes action to reduce identified risks.

The CAM does not implement this practice. The ACA policy does not
establish top management’s responsibilities for oversight, monitoring
and addressing risks.

Top management establishes a policy
regarding spending violations; and follows
up on potential and actual violations,
Officials and staff are personally financially
responsible for unauthorized or prohibited
expense account reimbursements,

The CAM does not implement this practice. The CAM and ACA policy
do not establish the authority ofthe top management to restrict,
suspend or cancel expense account privileges in response to potential
or actual violations. Council members or their staff are not required to
repay public funds reimbursed in excess of the annual allowance and
are not required to repay reimbursements for unauthorized or prohibited
expenses.

Laws and policies that apply to the expense
account process are identified.

The CAM does t~implement this practice. The absence of clear
guidance on the specific policies and legal requirements hinders the
processing and review of ACA claims.

Regular reports on expense account
activities are prepared and submitted to top
management for oversight and monitoring
purposes.

The CAM does gg~implement this practice. Council Administrative
Services posts ACA claims information online. However, the ACA policy
does not require CAS to prepare regular reports for top management
on expense account activities, such as compliance with ACA and ethics
policies, for oversight and monitoring purposes.

6
Top management is responsible for
investigating incidents, taking corrective
actions when needed.

The CAM partially implements this practice. The CAM’s Standards of
Conduct chapter includes ethics commission guidelines and city charter
citations, but responsibilities for investigating and taking corrective
actions are not identified.

7
Top management takes prompt action to
correct weaknesses when initially detected
and to prevent potential misuse of funds.

The CAMdoes not implement this practice. The ACA policy does not
authorize or require prompt action when control weaknesses, problems,
or potential misuse of funds are detected.

8

Top management designates a specific
entity to review, audit, and process
reimbursement claims. The entity has
authority and responsibility to disallow
unauthorized and prohibited expenses that
do not comply with the expense account
policy.

The CAM does not implement this practice. The CAM’s ACA policy
does not designate a specific entity to review, audit, or disallow claims
that do not comply with ACA policy. Council Administrative Services
has detected potential non-compliance, violations, or misuse of funds,
but has not disallowed prohibited expenses because the current and

.prevtous ACA policies did not authorize or require these actions.

The governing body establishes a prohibition
for officials and their staffs from interfering
with the entity responsible for the proper
processing of expense reimbursements.
Top management is responsible for
upholding the policy.

~
~
~

The CAM does not implement this practice. Concerns exist regarding
the potential for undue influence over the office presently administering
claim reimbursements. The CAM’s Standards of Conduct establishes
that members and staff represent the office and are expected to
conduct themselves in a professional manner and shall not attempt to
take personal advantage of their position. It advises that “All Council
staff” remain cognizant ofthe individual and unique role of each agency
and strive to develop respectful and productive working relationships
with office personnel. The ACA policy does not establish CAS’ fiscal
officer, city clerk or council chair’s ultimate authority for the
administration of the ACA program. The policy also does not establish
that council members and staff must not use their position or authority
to impose undue influence on CAS staffs’ responsibilities for ACA

processing contrary to ACA and ethics policies.
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Needs to Be Done

Exhibit 2.2 (continued)

Best Practice

Officials, staff and employees receive
training on ethical behavior; personal
financial responsibility for the proper use of
public funds; preventing fraud, waste, abuse,
or misuse of funds; and unacceptable
activities. Officials and staff receive training
on the proper use of expense account funds;
applicable laws, policies, and procedures;
and roles and responsibilities.

* Top management refers to the Council Chair.

Council Administrative Manual: ACA Policies, May 2011

The CAM does not implement this practice. The CAM instructs council
members and staff to take an ethics course within six months of their
commencement dates of city employment and refresher training every
two years. Training on the revised CAM and ACA policy was informally
discussed, but not implemented reportedly due to questions about the
Sunshine Law, Chapter 92 HRS. Training on topics such as ethics, the
revised CAM, and the ACA Policy are allowed and are not subject to
the Sunshine Law when the nature of the discussion pertains to office
procedures or ministerial matters. According to the state Office of
Information Practices, discussions cannot include matters currently
pending or that are likely to come before the council.

Sources: Honolulu City Council Administrative Manual and Annual Contingency Allowance Policies (May 2011),
Association of Certified Fraud Examiners, Institute for Internal Auditors, KPMG International, Office of the New
York State Comptroller, Institute for Local Government, City Council of Toronto, Canada, Columbia University,
and University of California - Davis

10

11

Officials and staff are required to submit
complete and accurate forms; provide
supporting documentation for the claim; and
are required to certify that the claim
submitted is true and correct.

The CAM partially implements these practices. ACA claims are
authorized by a council member’s original signature. The ACA claim
form includes the statement that the expense is true and correct. The
Claim for Travel Reimbursement statement should also include the
statement, the expense is true and correct. ACA claims are processed
and paid, even though information and/or documents are incomplete or
missing.

12

The governing body designates a specific
entity the authority and responsibility to
administer claims in accordance with the
expense account policy. The entity
processing the reimbursement claims
receives adequate training to perform
compliance reviews; audit claims; identify
violations; and report expense account
violations,
The governing body establishes an appeal
process or supplemental approval process
for disputed claims,

The CAM does g~implement this practice. The ACA policy does not
establish Council Administrative Services’ authority and responsibility to
verify, audit, and process ACA reimbursement claims in compliance
with the ACA and city ethics policies. Neither CAS nor the BFS
Accounts Payable section deduct prohibited expenses from a claim
reimbursement. The ACA policy does not authorize CAS to disallow
questionable expenses; to request additional documents if needed; or
require council members or staffs to provide additional documents, if
requested by CAS. There is no appeal or supplemental approver
process since there is no authority or process to deny claims. CAS and
BFS Accounts Payable only certify that funds are available to pay the
claim.

13 Claims for reimbursement are submitted and
processed in a timely manner.

The CAM does ri~iimplement this practice. Although the Council
Administrative Services processes and posts ACA claims online in a
timely manner, the ACA policy does not establish time limits or require
claims to be submitted in a timely manner.

14

15

All expenses are subject to verification for
compliance with the expense account and
applicable policies. Original, unaltered
receipts are required. Unacceptable
documents are identified. A procedure and
authorization for missing receipts exists.

.

A confIdentIal 24 hour, 7 day a week hotltne

The CAM partially implements this practice. The ACA policy requires
unaltered, original receipts that display the business name, date,
amount, and itemized purchases. All receipts must be itemized and
show what was purchased. The policy states adding machine tapes are
not acceptable. The ACA policy does not provide procedures for
handling claims with missing receipts.

The CAM does not implement this practice. The ACA policy does not
. . -—— . , . . .provide information on the citys confidential hotltne or guidance on

reporting the misuse of ACA funds.
. . .

operated by a third-party professional exists.
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Needfor OversightandEnforcementEntity: Consistent with best
practices,the ethicscommissionspecifically recommendedthat
the ACA policy adopta processto examinethe reimbursement
requestsandto ensurea valid governmentpurposeandauditable
justification existed. The ethicscommissionadvisoryopinion
recommendeda processby which a reimbursementmaybe
denied. Theserecommendationswere not includedin the CAM
andACA policy revisions. As aresult,the CAS reportsinstances
whenclaims were questionable,but it could not deny the claims.
As an alternative,CAS soughtadditional informationregarding
the ACA claims.

For example,if therewerealteredreceipts,or a claim appeared
questionable,or aclaim involved expensesthat could be relatedto
political campaignpurposes,CAS reportedit could not denythe
claim. Rather,the CAS staff followed up informally with a
councilmember’sstaff or askedthe council chairfor clarification.
CAS staff statedthe ACA policy doesnot authorizethe CAS to
verify claims,andthe policy doesnot requirecouncilmembersor
their staffs to provideadditionalsupportingdocuments~fneeded.
Therefore,CAS could not enforcethe ACA andcity ethics
policies. CAS wasalsoapprehensiveaboutreviewingand
auditing the electedofficials’ ACA expenses.

Subsequentto our field work, the city council implementedits
pilot programthatallowscouncilmembersto usethe city’s credit
cardprogramto payfor ACA expenditures.The city council’s
new PurchasingCard Program and Procedures(November2011)
authorizesCAS staff to reviewpCardtransactionsandto reject
purchasesthat do not meetcouncil rulesandadministrative
policies,city procurementrules, ethicsguidelines,or purchasing
cardprogramandprocedures.Thisauthorizationwill needto be
incorporatedinto the city council’sadministrativemanualandits
ACA policy to ensuretheCAS staffwill havetheauthority to
review all ACA claims, rejectunauthorizedclaims, andprevent
the possibilityof recurringor future violations.

Training: Mandatorytrainingin the revisedCAM, ACA, and
pCardpoliciesfor officials andstaffsis alsoa critical bestpractice.
Trainingprovidesbotha foundationfor understandingthe intent
of council policiesandprovidespracticalinformationon
proceduresto be followed. While the ACA policy advises
membersto seekfurther consultationand advice from the council
chair’soffice whenclarification is needed,the policy provides
inadequateassurancethatthe policy will be consistentlyand
properly interpreted.
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No formal training on the revisedCAM andACA policies,andits
forms wasgiven to councilmembersandtheir staff dueto
concernsthat a training sessionwouldbe subjectto the state
SunshineLaw requirements(Chapter92, HRS). In our opinion,
formal training could havehelpeda former councilmemberfrom
violating ethicsstandardsregarding meals andother
expenditures.

According to theOffice of InformationPractices(OIP), not all
council meetingsareautomaticallysubjectto the SunshineLaw.
Providinga training sessionto all city councilmembersandstaffs
regardingthe annualcontingencyallowanceandapplicablelaws,
rules, policies,proceduresandinstructionson completingforms
is not necessarilygoing to trigger the SunshineLaw requirements.
OIP canprovidefurtherclarification asneeded.

According to OIP, trainingcanbe accomplishedby avoiding
discussionson matterscurrently pendingor likely to comebefore
the council for decision making. We believe the ACA training
providedto officials andstaffscouldbe combinedwith the
council’s ethics training.

Exhibit 2.3 lists the bestpractices we found for defining rolesand
responsibilities relatedto expense accountreimbursements.
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Exhibit 2.3

Best Practices For Expense Account Reimbursement

Role and Responsibilities of Official or Employee:

• Familiar with council and city policies and procedures;
• Familiar with location of policy guidance and forms;
• Documents business purpose andjustification for each expense;
• Provides all original receipts, flight itinerary and/or all supporting

documentation; and
• Submits reimbursement request in a timely manner.

Role and Responsi ilities of Processors

• Understands the nature of each expenditure;
• Checks completeness and accuracy of accounting;
• Segregates unallowable expenses;
• Verifies that all supporting documentation is provided;
• Verifies the expenditure complies with Expense Account Pclicy; and
• Inputs expense reports into Accounts Payable system.

Role and Responsibilities of the Designated Approver

• Understands the nature of the expense;
* Verifies completeness of documentation and accuracy of accounting;
• Verifies segregation of unallowable expenses;
• Verifies compliance with citypolicy and funding agency regulations;
• Verifies absence of a conflict of interest (duty and responsibilityto conduct

business matters solely for the benefit of the city/public;
• Verifies appropriateness of expense and availability offunding; and
• Approver is responsible for approval decision and renders determination to

approve /deny claim as applicable.

Role and Responsibilities of S pplemental Executive Approval
for Ex~ptions

Alternate approval is used sothat individuals do not approve their own
claims, or that of a person the approver reports to. When rendering a
determination on a disputed claim. executive approvers are in all cases
responsible for verifying:
• The business need for the exception;
• The propriety of the exception in compliance with the expense account

policy; and
• In all instances, supplemental approver is ultimately responsible for the

approval decision.

Role and Responsibilities of Accounts Payable (AP)

• Performs audits of expense reports to verify compliance with expense
account policy and completeness of documentation and accuracyof
accounting;

• Segregates unallowable expenses;
• Assists with policy and procedure guidance and approval ofexceptions.
• AP will rely on approval from the Designated Approver or Supplemental

Approver as applicable;
• Processes approved claims for reimbursement; and
• image and archive all original documentation related to the reimbursement

requ eat.

Sources: Office of the New York State Comptroller; City Council of Toronto, Canada; and Columbia University
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Chapter 3
Conclusion and Recommendations

The annualcontingencyallowancepolicy provideseach
councilmember discretionary fundsintendedto coverofficial city
businessexpensesin carryingout the dutiesof theoffice.
Council’sACA policy providesexamplesof a wide variety of
allowableexpensesto facilitate communitymeetings,honor
community members’accomplishments,facilitate professional
educationand communicatewith constituents. As public funds,
theseexpensesmustconformwith ethicscommission guidelines,
andcannotbe usedfor personal,private,political or othernon-
city business purposes.

In responseto the ethicscommission’s2010 advisoryopinion
relatedto a formercouncilmember’smisuseof ACA funds, the
city council revised its administrative manual and expanded its
ACA policies. It alsoadoptedResolution10-73requestingthe city
auditor to reviewandmakerecommendationsto improvethe
ACA policy andproceduresto minimize theopportunitiesfor
future violationsof thecity’s standardsof conductandimprove
andmaintainpublic confidencein the integrity of government.

During our review,we found that the annualcontingency
allowancepolicy revisedin May 2011 incorporatessomeelements
consistentwith bestpracticesandthe ethicscommission’s
recommendations.The changesclarified the categoriesof
expensespermitted,authorized,andprohibited. The changes
requiredoriginal,unaltered,itemizedreceipts;requiredadditional
information; andrequiredjustification for mealreimbursements.
The policy clarified CouncilAdministrativeServices’
responsibilitiesfor handlingthe financial accounting;processing
the transactions;andusingfiscal policies,procurement
regulationsandotherguidelinesin making ACA disbursements.
However,the revisionsdid not includeimportantbestpractices
and ethicscommissionrecommendations.

Our evaluationof a sampleof ACA reimbursementsfrom all
councilmembersfrom eachof thenine council districtsfound
thatmostcompliedwith theACA policy requirements.However,
we foundpotentialviolations of ACA policiesand
reimbursementsfor potentially unauthorizedexpenses.In our
opinion, theseoccurredbecausethe revised ACA policy and
reimbursementprocessdo not includecritical bestpracticesfor
ensuringreimbursementclaims are valid.
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Thesebestpracticesincludedauthorizingthe CAS or another
entity to review,audit, question,and denyunauthorized
reimbursementrequests.In addition,we found that
managementreviewsarenot performed. As a result, improper
reimbursementsmayoccur andpastviolations mayrecur.

Subsequentto our field work, the city council implementedits
pilot programthatallowedcouncilmembersto usethe city’s
credit cardprogramto payfor largeACA expenditures.The
council’s new PurchasingCard Program and Procedures(November
2011)authorizesCAS staff to reviewpCardtransactionsandto
reject purchasesthat do not meetCity CouncilRules and
AdministrativePolicies,city procurementpolicies, ethics
guidelines,or purchasingcardprogramandprocedures.This
authorizationto rejectpurchaseswill needto be incorporatedinto
the city council’s administrativemanualand its ACA policy to
ensuretheCAS staffwill havethe authority to reviewall ACA
claims, reject unauthorizedandprohibitedclaims, andprevent
the possibilityof recurringor future violations.

Recommendations To minimize the possibilityof future violations,we recommend
the following:

1. Updatethe Honolulu City Council’s Annual Contingency
Allowancepoliciesto authorizethecouncil chairto oversee,
monitor, andensurethatACA claimscomply with applicable
ACA policies,city ethics,city financepolicies,and
procurementlaws.

2. Updatecouncil’s annualcontingencyallowancepoliciesto
authorizethe council chairto delegatethe authorityand
responsibilityfor administeringthe ACA program; processing,
verifying andauditingclaims;denyingclaimsfor improper
reimbursements,andformalize asupplementalapproval
process for disputedclaims.

3. Clarify the council’s annualcontingencyallowancepolicies
regardingreimbursementsfor personalmeals or establish per
meal or an annualdollar limit on personalmeal
reimbursementswith ACA funds.

4. Incorporatebestpracticesinto the City Council
AdministrativeManual andannualcontingencyallowance
policies.
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5. Amend the City Council’s Standards of Conduct to prohibit
councilmembers and staffs from applyingundueinfluence or
taking retribution against any staff responsible for
administering the annual contingency allowance program.

6. Provide administrative staff, city councilmembers and their
staff initial and periodic training on annual contingency
allowance policies and procedures, city ethics policies, fraud
training, and the processing of ACA claims.

7. Update the Council Administrative Manualandannual
contingency allowance policies to include the council’s new
Purchasing Card Program and Policy on the use of city
purchasing cards (pCards) and for consistencyin
administering ACA expenditures.

Management The Council Chair, on behalf of the Honolulu City Council,
Response expressed some concerns but overall hadpositive commentsand

was responsive to the audit’s recommendations. The Office of the
City Auditor looks forward to working with the city council in
implementing these recommendations. A copy of the Council
Chair’s full responsecanbe foundon page 24.

We made non-substantive changes to the draft report for
purposesof accuracy, clarity and style.

We wish to express our appreciation for the cooperation and
assistance provided to usby your office, Council Administrative
Services, the Office of Council Services, the City Clerk, the
Department of Budget and Fiscal Services, the Honolulu Ethics
Commission,and the many others who assisted us during this
audit.
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C I TY COU~C I I.
CITY AND COUNTY OF HONOLULU
530 SOUTH KING STREET, ROOM 202
HONOLULU. HAWAII 96813-3065
TELEPHONE: (808) 768-5010 • FAX: (808)768-5011

ERNEST V. MARTIN
CHAIR & PRESIDING OFFICER
HONOLULU CITY COUNCIL
DISTRICT 2
TELEPHONE: (808) 768.5002
FAX: (808) 768-1222
EMAIL: emartin(fl~honoIuIu.ctov

December27, 2012

Mr. EdwinYoung,Director
OfficeoftheCityAuditor
1001KamokilaBlvd., Ste.216
Honolulu,HI 96707

DearMr. Young:

Thank you for the opportunity to review the draft of the City Council’s Annual
ContingencyAllowance(ACA) Audit. After reviewingyourpreliminaryfindings with
theOffice of Council Services(OCS) and Council Administrative Services(CAS), I
have the following commentson your recommendationsand their potential to
minimizethepossibilityoffutureviolations.

TheCouncilChairalreadyhastheresponsibilityto oversee,monitorandensurethat
ACA claims comply with applicable ACA policies and procurementlaws as the
Council Chair is the top managementpositionof the Council Administration. As
such,theChair can delegatethe authorityand responsibilityfor administeringthe
ACA program, including the verification and processing of claims. That
responsibility is now delegatedto the Council Administrative Services. I seeno
compellingreasonto significantlyrevisethecurrentpolicy atthispointin time.

However,asyou havereportedthattheCAS hashadsomedifficulty in thepastwith
questionableclaimsandnow feelsthat theoffice lackstheability to requirefurther
substantiationorto denya claim in theabsenceofsufficientdocumentation,I agree
that the ACA policy should reflect a clear procedurefor the processingof such
claims. Therefore,with theinputoftheCAS staff, I will initiatearevisionoftheACA
policy thatwould includethedelegationofsuchspecificauthorityto theCAS. In the
eventof anyresistance,perceivedintimidationorevidenceofretribution,it wouldbe
amatterofexpressedACA policy thattheCAS wouldbeobligatedto referthematter
to theOffice oftheChairfor resolution.

As for reimbursementfor personal meals from ACA funds, the City Council
AdministrativeManualalreadyestablishescertainlimitationsandprohibitedusesof
ACA funds. Prohibitionssuchasalcoholicbeverages,personalcell phones,personal
travel and any other non-City businesspurposesare clear. With sufficient
documentation,includingunalteredanditemizedreceipts,theCAS shouldbeableto
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makea determinationon an acceptable level of compliancewith ACA policy before
approvingany claim. In the eventof a queslionableclaim, suchas an excessive
expenditureon food or other purchases,the CAS would again be obligated to
investigatefurther, requiringadequatesubstantiationor referring the matterto the
Office of the Chair.

As you reported,the majorityof the 48 claims examinedin your DiscussionDraft
werefoundin full compliance.The3 obsoleteformsshouldhavebeencorrected,the
14 incompleteforms shouldhavebeenreturnedand resubmittedaftercorrections
were madeand the oneclaim that includeda prohibitedexpenseshouldhavebeen
rejected. All of thesestepsshould have been takenby CAS or brought to the
attention of the Chair in the event CAS did not feel authorizedto requestthe
correctiveactions. I amconfidentthat a modificationof theACA policy to empowea’
CASwill greatlyreducetile likelihood ofsuchviolations in thefuture.

I agreewith your recommendationto provide initial and periodic training for
administrativestaffandfur Council membersandtheirstaffon theACA policiesand
proceduresfor the processingof ACA claims. As this is a function of top
management,the Council Chair’s office has scheduleda training sessionfor
incoming andexistingCouncilmember’sstaffon Januaiy8, 2013. I will also update
the Council Administrative Manual (CAM) to reflect annualtraining and refresher
courses. Periodictrainingwill ensure that new initiatives suchastheuseof P-cards
will be communicatedin a timely manner. The travel reimbursement form will be
updatedto includerecommendedlanguageand incorporatethe pCardmanualinto
theCAM. Moreover,I will work towardsestablishing a processto repaypublic funds
in the eventof anychargesthat areinconsistentwith theproceduresset forth in the
manual.

I also agreewith your recommendationto include annual audits of claims for
reimbursement.I will issuea Directive memo for theCity Auditor to conductsuch
annualauditsat theendofeachfiscalyear. TheAuditor will thenprovideareportto
theOffice of theChair for reviewanddistribution to members.

It is my intentionto havethesemodificationsto currentACA policy andprocedures
in place prior to the January 30, 2013 Council meeting. Your review and
recommendationsof the City Council’s ACA policy is sincerelyappreciated. We
share a mutual interest in improving the quality of governmentservice to the
residentsoftheCity andCountyof Honolulu.

EYM: kr

Y. Martin
Council Chair& PresidingOfficer
HonoluluCity Council
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